COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF NORTH MANCHESTER WATER
ASSOCIATICN FOR A CERTIFICATE OF

PUBLIC CONVENIENCE AND NECESSITY, AND
FOR ORDERS APPROVING AN ADJUSTMENT IN
WATER RATES AND CONSTRUCTION FINANCING

CASE NO. 93-396

Nt Tt gt s St

Q R D E R

On Novemwsr 18, 1993, North Manchester Water Associlation
{"North Manchester") filed its application for Commission approval
of proposed water rates, Commission Staff, having performed a
limited financial review of North Manchester's operations, has
prepared the attached Staff Report containing Staff’'s findings and
recommendations regarding the proposed rates. All parties should
review the report carefully and provide any written comments or
requests for a hearing or informal conference no later than 15 days
from the date of this Order.

IT IS THEREFORE ORDERED that all parties shall have no more
than 15 days from the date of this Order to provide written
comments regarding the attached Staff Report or requests for a
hearing or informal conference. If no request for a hearing or
informal conference is received, this case will be gubmitted to the
Commission for a decision.

Done at Frankfort, Kentucky, this 17th day of February, 1994,

ATTEST:

“O. N 0e

EXecutive Director For the Commissi

SERYILCE COMMIS
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STAFF_REPORT
ON

NORTH MANCHESTER WATER ASSOCIATION
CASE NO. 93=396

A Preface

On October 21, 1993, North Manchester Water Asacciation
{"North Manchester") submitted an application seeking approval of
its proposed water system Iimprovements and line extensions,
financing and an increase in water rates. The application was
considered filed on November 18, 1993, when all deficiencies were
cured, The proposed rates would genorate approximately $588,552 in
annual revenues, an increase of 66 parcent over normalieed test-
year revenues from water sales of $§354,322,

In order to evaluate the requested increase in ratas, the
Commission Staff ("Staff") chose to perform a limited financlal
review of North Manchester's operations for the test period,
calendar year 1992, Karen Harrod and Jack Scott Lawless of the
Commission's Division of Financial Analysis conducted the review on
November 18~19, 1993 at the office of North Manchester's CPA, Mr.
Charles Stivers, in Manchester, Kentucky. Brent Kirtley, of the
Commission's Division of Rates and Research, performed his review
of the bllling analysis at the Commiasion's office in Prankfort,
Kentucky.

The £indings of the field reviaew have been reduced to writing
in this report, Mr. Kirtley is responsible for the sections
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related to operating revenueas and rate design. The remaining
sections of the Staff Report were prepared by Ms. Harrod.

During the course of the review, North Mancheater was advised
that all proposed adjustments to test-year oporations muat be
supported by some form of dooumentation and that all such
adjustments must be known and measurable, Baied upon the findings
of this report, 8taff recommends that North Mancheater be allowed
to increase its annual revenues by $204,373, or 58 percent,

Scope

The mcope of the review was limited to obtaining information
to determine whether test-period operating revenues and expenses
ware representative of normal operations. Insignificant or
immaterial dincropancies were not pursued and are not addressed
hearein,

In its application, North Manchester estimated that 46 new
customers would be added to the system in calendar year 1993,
Based on actual 1993 figures, 36 new customers were added
subseguent to the teat year. North Manchester also stated that an
additional 384 customers would be added to the system if the
proposed construction projects were approved. staff's
recommendations made in this report reflect the additional known
and measurable expenses to be incurred as a result of the
construction and £inancing proposed in this £iling anéd, therefore,

includes expenses associated with new customers.
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B, Analysis of Operating Revenues and Expesnses

Operating Revenuna

North Manchester reported test-period revenue from rates of
$236,464 in thedr 1992 annual report. The results of the bllling
analysis performed by Staff indicate operations should generate
$238,503 in annual revenue at current rates, a difference of $2,039
over roported teat-year revenua. The 36 new customers added to the
system in 1993 do not appear in the billing analysis; therefore, an
adjuotment has been made to coperating revenue in the amount of
$10,238. As the line extensions proposed in this case should
provido nervice for 384 naw customers, an additional adjustment of
$105,581 was made to account for this increase. For the purposes
of this roport, total test-period normalized operating revenue from
rates shall be consldered to be $354,322,

Operating Expenses

North Manchester reported test year operating expenses of
§244,458 which it proposed to increase by $173,380. The pro-forma
adjustments to test-period expenses are discussed in the following
sections of this report.

Salary and Wage Expense

In its test year operations North Manchester reported salary
and wage expense of §23,620, During 1992 the district staff
consisted of two employees, one full-time and one part-time. North
Manchester currently has three full-time employees with weekly

salaries of $400, $400 and $240. Based on the current salary
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lovals of North Manchester's employees, B8taff has caloulated the
dintriot's annual expense to be $54,080, an increase of $30,460
ovor the test year level. Since this adjustment is known and
measurable Staff recommends it be allowed for rate-making purposes.

Taxes other than Income_Tax_Expenss

Noerth Manchester reported taxes other than income tax expense
of 82,156 for the test period., This account actually represents
payroll taxen paid by the utility. BStaff recommends an adjustment
be made to increase payroll tax expense to allow for FICA and
Medicare taxes assoclated with the recommended increase in salary
expense. Accordingly, taxes other than incoms tax expanse has been
increased by $2,330!, to a level of $4,486.

Purchased Water Expense

North Manchestor reported test year purchased vater expense of
$134,157. An adjustment was proposed to incresse this amount by
$61,053 based on the estimated usage of the proposed new customers
and test year line loss of 16 percent., The maximum line loss
generally allcwed by the Commiseion is 15 percent. Pased on
normalized and entimated usage as calculated by Mr, Kirtley, Staff

has calculated a recommended increase to purchased water expense as

follows:s
Normalized test ysar usage 70,608,772 gallons
Usage for 1993 new customers 3,002,760 gallons

Usage for proposed new customers 30,303,648 gallons

1 Recommended Increase to Salary Expense $ 30,460

Applicable FPICA and Medicare Rate x ,0765
Recommended Payroll Tax Increase
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Total normaliged usage 103,915,180 gallons
Adjustment for 15% line loss + .85
Recommended usage 122,253,153 gallons
Current purchased water rate

($1.50 par 1,000 gallons) X 0015
Recommended expense $ 183,380
Less: Test year expense 134,157
Recommended Increase $ 49,223

Therefore, Staff has included an adjustment to increase
purchased water expense by §49,223,
Purchased Power Expense

In its application North Manchester proposed to increase teat
year purchased power expense by $4,773 to account for the
additional power required to pump water for the new customers. The
proposed adjustment was based on the per customer cost of teat-year
purchased power expense. Although BStaff agrees that additional
purchased power would be required to pump the additional water,
staff does not agree that purchased power expense would necessarily
vary directly with the number of customers. Therefore, Staff is of
the opinion that the increase would be more accurately estimated

based on the percentage increase of water usage.
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Basod on an inorease in water usage of 47.17% percent Staff
has made an adjustment to increase purchased powsr expense by
$4,378,°

Contractual Services Expense

North Manchester reported contractual gervices expense o6f
$15,856 for the test year, 1In its application an adjustment was
proposed to increase this amount by $8,155 to gcecunt for
additional expenses to be incurred as a result of the fiew CUSLGREES
being added to the asystem. The proposed adjustment was basesd on a
per cuptomer expense, As a result of Staff's review it was
determined that, with the exception of billing expenses, the
expenditures included in this account were not directly reiated ko
the number of customera being served., Ascordingly, Staff has
disallowed the proposed adjustment for rate-making purposes.

Of the §15,856 contractual services expenses reported f6r the
test period, §$8,400 was incurred for billing &nd other serviees
provided by North Manchester's CPA, Mr, Charles Stivers. Effective
December 1, 1993, North Manchester entered into & contr&st with Mr,
Stivers to continue providing accounting, bookkeeping and billing
services for the district, including the preparation of Publie

2 Recommended normalized usage 103,915,180 gallons
Normalized test year usage 70,608,772 q&lléﬂg
Increase in normalized usage —3?L?63L365'q3116ﬂ6
Percentage increase

(33,306,408 + 70,608,772) 47.17 perecent

3 Test year purchased power expense $ 9,261

Percentage increase % 47,17 percent

Recommended increase
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Service Commismion reports and tax returns. As conmpansation Mr,
Stivers would receive $1.00 per bill per month for the first 700
water bills processed and malled., All other bills over and above
the 700 bills would be charged at a rate of §.75 per bill, Based
on the pro-forma customer level of 1,233, this would result in a
monthly fee of 51,100, or $13,200 annually. gtaff is of the
opinion that this isc a reasonable fee for the services being
performed and has included an increase to contractual services
expense of £$4,80Q0.

North Manchester also included involces for mater
instsllations in thie account during the test period, Staff has
determined that these expenses should be capitalized and
depreciated for rate-making purposes, Therefore, an adjustment has
been made to decrease this account by $1,010.

Based on the aforementioned adjustments, Staff recommends a
net increase to contractual services expense of $3,790,

Materials and Supplies Expense

For the test year North Manchester reported matorials and
supplies asxpense of $18,251. An adjustment was proposed to
increase this amount by $1,000 to reflect thas estimated additional
expense to be incurred as a result of the proposed construction,.
However, since this does not reflect a known and measurable
adjustment, Staff hag digsallowed the increase in the calculation of

Borth Manchester'’s revenue requirement.
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Based on Staff's review it waa determined that $730 expensed
in thia account during the teat pericd was for the purchase of
meter inatallation supplies and should be capitalized and
depreciated for rate-making purposea. Accordingly, Staff has made
an adjustment to decrease materials and supplies expense by $730 to
correctly account for these ltems.

Insurance and Tranaportation Expenaes

North Manchester included inasurance and transportation
expensens in test year operations of §7,756 and §2,273,
respectively. In its application adjustments were proposed to
increase these expense accounts by $3,000 each to account for the
increased costs expacted to be incurred as a result of the proposed
construction, Although Btaff concurs that these expenses are
likely to increase, the proposed adjustments are based on estimates
and therefore, do not meet the rate-making criteria of being known
and measurable, Accordingly, Staff has disallowed these increases
in North Manchester's adjusted operations.

Rant Expense

During the teast year North Manchester incurred rent expense of
$600, Bubsequent to the test year the district relocated to
another building and began paying rent expense of $175 per month or
$2,100 annually., BSince this increase of $1,500 over the test year
level meats the rato-making criteria of being known and measurable,
staff recommends it be allowed in the determination of North

Manchester's revenue roquirement.
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Depreciation Expanse

North Manchester reported test year depreciation sxpense of
824,642, In its application an adjustment was included to increass
deprocliation aexpense by £70,008 £for the depreciation of the
proposed construction over a periocd of 40 years, Pursuant to the
Commission's Order in Case No, 10481, MNorth Manchester has
proposaed adijustments to update its revenues and expenses to the
level anticipated upon completion of the proposed construction.
Since these adjustments reflect the impact that the proposed
conatruction and estimated 384 new customers would have on its
rovenues and expenses, as raquired by the above referenced case,
Staff recommends an increase in depreciation expense of $70,008,

Based on the capitalized expenditures discussed in the
materials and supplies and the contractual services sections of
this report, Htaff has made an additional adjustment to
depreciation expense. After gonsulting wiech the Commission’s
Diviasion of Engineering it was determined that 40 years would bhe
the appropriate service life for meter installations. Accordingly,
tast yvear depreciation expense has bsen increased by an additional
$44° resulting in a total increase of $70,052,

4 Notice of Adjustment of the Rates 6f Kentucky-American Wates
Company Effective on Pebruary 2, 1989,

3 Metor Installations $ 1,740
Estimated Service Life .d 40 yoars
Annual Depreciation Expense
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Operations Summary

Baped on the recommendations of Staff, North Manchester's
operating statement would appear as set forth in Appendix B to this
report,

C. Revenue Requirements Determination

As of the end of the test poeriod North Manchoster 41d not have
any outstanding long-term debt, The new debt to be acquired for
the proposed construction would result in an average annual debt
nervice payment of $150,726, as shown 1in Exhibit 2 of the
application. In the event approval for any portion of the
conatruction is not obtained, the recommendations contained herein
ralated to financing and expenses for the construction would change
sccordingly. Aspuming the construction is approved, s8taff
racommends that the proposed debt be included in revenue
requirements in order to fund the proposed construction,

Based on adjusted test year operations and the proposed debt,
NHorth Manchester's debt service coversge ("DSCY) is ~-.26x.° Btaff
has determined that, in accordance with the loan requirements of
the Kentucky Infrastructute Authority, a DBC of 1,1x is necessary
to allow Horth Manchester to meet its opereting expenses and
service its debt, Therefore, Staff recommends that North
yanchester be allowsed to increase its annual revenues by $204,373,

calculated as followss

‘¢ ($28,574) + $150,726 = (,26)
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Adjusted Oparating Expenses $405,461
Average Annual Debt Service 150,726
10 Parcent DSC 15,073
Other Expense 526
Total Revenue Requirement $571,786
Less: Metered Water Sales 354,322

Other Water Revenues 12,442

Other Income 649
Reguired Revenue Increase $204,373

D. Rate Design
North Manchester's present rate structure is composed of a

declining block schedule for each of the three various sized meters
offered to their customers. 1In its application, North Manchester
proposed to charge a minimum bill for each of the three meter sizes
and a flat rate for usage above the gallons included in the minimum
bill. 8taff agrees that the proposed rate design change should be
made, The recommended rates will generate the required operating
reavenue from rates of $558,695., Therefore, Staff recommends the

rates in Appendix A be approved for water service.
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E. Signatures
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The Staff recommends the following rate be prescribed for

customers of North Manchester Water Associatlion,

5/8" x 3/4" Meter

Pirmst 2,000 gallons $15.55 Minimum Bill
Above 2,000 gallons 4.25 per 1,000 gallons
1" Mator

Flrst 5,000 gallons $28.30 Minimum Bill
Above 5,000 gallons 4.25 per 1,000 gallons
2" Meter

Mirst 15,000 gallons $70.80 Minimum Bill

Above 15,000 gallons 4.25 per 1,000 gallona
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North Manchester Water Association
Statement of Adjustad Operations
Test Year Ended 12/31/92

Operating Revenues:
Meatered Water Salas
Other Water Revenuos

Total Operating Revenues

Operating Expenses:
falarion & ¥ages
Purchased Water
Purchased Power
Chomicaln
Materials & Supplies
Contractual Services
Ronta
Transportation Expense
Insurance
Reg. Commission Expense
Miscellanaous

Total Operating Expensos

Depreciation Expense
Taxes other than Income

Utility Operating Expenses
Utility Operating Income

Intorest Income
Interost Expense

Net Income/(LoEs}

Test Year per

Annual Repoet

8216,464
12,442

$349,906

$ 23,520
134,157
9,281
290
18,3251
15,856
600
2,273
7+756
500

——2.076
217,660

24,642
—2:206

§244,458
8 4,448

649
—226

Rl

Recommended

pdiustments

117,058

117,880

# 30,460
49,221
4,378

( 730)

3,790
1,500

§ 88,621

70,052
—2,30

$161,003
(8 43,145)

(Edduldd)

Test Year

Adiusted

$3%4,332
—Ad:444

#388,764

# 54,080
183,360
13,659
290
17,811
19,646
2,100
2,273
7:756
300

—2.076
9306,201

84,694
—t,400

2405,463

(9 30,697)

649
—D026

(fdBusld)



